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What a Difference Two Years Makes

Overview

• Drivers of property demand are all moving in the right direction

• Market fundamentals have turned positive in every property sector 

• The silver lining of the Great Recession is very low supply growth

• NOI outlook: good for apartments and lodging; lackluster elsewhere

• Property values have enjoyed a robust recovery…upside remains

• Private-market pricing: strip retail is cheap; office is expensive

• REIT values are at the high end of a fair range

• Retail REITs offer the best value propositions; office REITs are pricey
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Executive Summary 

• Fundamentals are recovering in all sectors

• Low expectations are in order; multi-family & hotels will be stronger

• Out-year cash flow prospects have improved markedly across all sectors

Property Fundamentals
Bouncing off the bottom

• '11-12 supply growth is lowest in over a generation 

• Apartment development pipelines are growing quickly 

• Not problematic anywhere 'til at least 2013

Supply
A very shiny silver lining

• Stimulus-fueled '11 economic outlook is pretty good.  Sustainable?

• Consumer spending – Savings rates are projected to fall.  Really? 

• Jobless recovery begone!  Growth of 200K/month is likely and will be helpful. 

• Demand growth now positive everywhere; impressive only in apartments & hotels

• Rich get richer.  The winners: high-end retail & gateway cities. 

• Homeownership rate should fall further – multi-family landlords rejoice!

Demand Drivers

New Normal means slow

Property Valuation
Robust rebound

• Property values are up 40% from the trough; down “only” 15% from the peak

• Further appreciation of, say, 5% seems likely

• Strip centers offer the most attractive private-market valuations; office is expensive

Public Market Valuation
Getting hard to breathe

• REIT prices make sense vs. bonds, but are very rich vs. stocks 

• Bond signal deserves more weight; REIT prices are near the high end of a fair range

• Biggest risk: robust recovery and higher interest rates.  Hope for New Normal

• Retail REITs – both mall and strip – look attractive; office REITs don't

This excerpt is from Green Street Advisors’ Commercial Property Outlook, March 28, 2011.
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Total Return of Green Street's Recommendations1,2

Year Buy Hold Sell Universe3

2011 YTD 2.6% 1.9% -0.4% 1.5%
2010 43.3% 32.7% 26.5% 33.8%
2009 59.0% 47.7% 6.0% 37.9%
2008 -28.1% -30.9% -52.6% -37.3%
2007 -6.9% -22.4% -27.8% -19.7%
2006 45.8% 29.6% 19.5% 31.6%
2005 26.3% 18.5% -1.8% 15.9%
2004 42.8% 28.7% 16.4% 29.4%
2003 43.3% 37.4% 21.8% 34.8%
2002 17.3% 2.8% 2.6% 5.4%
2001 34.9% 19.1% 13.0% 21.1%
2000 53.4% 28.9% 5.9% 29.6%
1999 12.3% -9.0% -20.5% -6.9%
1998 -1.6% -15.1% -15.5% -12.1%
1997 36.7% 14.8% 7.2% 18.3%
1996 47.6% 30.7% 18.9% 32.1%
1995 22.9% 13.9% 0.5% 13.5%
1994 20.8% -0.8% -8.7% 3.1%
1993 27.3% 4.7% 8.1% 12.1%

Total Return 5935.3% 529.8% -20.7% 596.4%
Annualized 25.6% 10.8% -1.3% 11.4%
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